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The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

Enclosed  is  the  report  on  the  audit  of  the  State  Employee  Benefit 
Plan  for  the  period  of  March  1,  1990  through  February  28,  1992. 

The  audit  was  conducted  by  Wolcott  &  Associates,  Inc.  under  a  con- 
tract between  the  firm  and  our  office.  The  comments  and  recommenda- 
tions contained  in  this  report  represent  the  views  of  the  firm  and 
not  necessarily  the  Legislative  Auditor. 

The  agency's  written  response  to  the  report  recommendations  is 
included  in  the  back  of  the  audit  report. 


Respectfully  submitted, 


<£^%>  /V- 


Scott   A.    Seacat 
Legislative   Auditor 
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ASSOCIATES,  INC. 


Mr.  Scott  A.  Seacat 
Legislative  Auditor 
State  of  Montana 
State  Capitol 
Helena,  Montana   59620 

Dear  Mr.  Seacat: 

We  have  completed  our  audit  services  for  the  State  Employee 
Benefits  Plan  for  the  period  March  1,  1990  through  February  29, 
1992.   We  are  pleased  to  present  our  report. 

Our  report  is  presented  under  the  following  headings: 

Introduction 

Summary  of  Audit  Results  and  Recommendations 

Participant  Confirmations 

Reimbursement  Calculations  and  Procedures 

Prior  Audit  Recommendations 

Compliance  With  Regulations 

Results:   Payment  Accuracy 

Turnaround  Time 

Results:   Test  Claims 

Subrogation 

Cost  Containment 

Requests  For  Refunds 

Individual  Case  Management 

Other  Findings 

Recommendations 
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We  appreciate  the  opportunity  to  be  of  service  to  the  State 
of  Montana  in  this  most  important  program. 
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Ray  Woloc-tt,  Jr. 
President 
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I  -  INTRODUCTION 

The  State  of  Montana  provides  self-funded  medical  care  and 
dental  care  benefits  through  the  State  Employee  Benefits  Plan. 
Over  12,000  active  and  retired  employees  participate  in  the  plan. 

Blue  Cross  and  Blue  Shield  of  Montana  (BC/BS)  provides 
administrative  services  to  the  plan  under  an  agreement  initially 
adopted  as  of  September  1,  1985. 

PURPOSE  OF  SERVICE 

Section  2-18-816,  MCA  (Montana  State  Law)  requires  the 
Legislative  Auditor  or  an  independent  certified  public  accountant 
to  perform  an  audit  of  the  State  Employee  Benefits  Plan  every  two 
years.  The  nature  of  the  audit  is  such  that  employee  benefit 
consulting  firms  with  appropriate  expertise  and  ability  are 
permitted  to  compete  for  and  be  awarded  this  special  purpose  audit. 

The  purpose  of  the  service  is  to  comply  with  Section  2-18- 
816,  MCA. 

AUDIT  TIMING 
AND  STAFF 

The  Legislative  Auditor's  office  advised  Wolcott  &  Associates, 
Inc.  that  we  had  been  awarded  a  renewal  of  the  audit  contract.  All 
preliminary  work  was  completed  and  the  on-site  audit  services  began 
on  June  15,  1992.  The  exit  conference  was  held  on  June  25,  1992, 
the  last  day  of  on-site  activity. 

On-site  audit  services  were  performed  at: 

Blue  Cross  and  Blue  Shield  of  Montana 
404  Fuller  Avenue 
Helena,  Montana  59604 

and 

State  of  Montana 
State  Personnel  Division 
Mitchell  Building 
Helena,  Montana  59620 
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Individuals  involved  in  the  audit  are  listed  below: 


Name 
Ray  Wolcott,  Jr. 
Joseph  Holley 
Richard  Reese 
William  McCrea 
Marie  Masters 
Maggie  Duncanson 
SCOPE  OF  AUDIT 


Title 
President,  Project  Director 
Manager/Independent  Review 
Actuary/Statistician 
Auditor 
Auditor 
Auditor/Statistician 


On-Site 
yes 
no 
no 
yes 
yes 
no 


The  scope  of  audit  services  covered  medical  and  dental  benefit 
claims  paid  by  BC/BS  during  the  period  from  March  1,  199  0  through 
February  29,  1992.  Test  work  was  performed  on  600  medical  claims 
and  dental  claims,  all  of  which  were  selected  on  a  stratified 
random  or  statistical  basis. 

Claims  Adjudication  Audit 

Elements  of  claims  adjudication  which  were  evaluated  include: 

Turnaround  time  required  to  process  each  claim. 

Eligibility  of  claimants  to  receive  payment. 

Payee  accuracy,  including  benefit  assignments  to 
service  providers. 

Administration  of  coordination  of  benefits  provisions, 
including  Medicare. 

Administration  of  subrogation  provisions. 

Calculation  accuracy,  including  Usual,  Customary  and 
Reasonable  (UCR)  limits  and  computation  of  deductible 
and  co-payment  ceilings. 

Completeness  of  necessary  information. 

Compliance  with  benefit  plan  structure. 

Identification  of  duplicate  claim  submissions. 

Consistency  of  payments  to  BC/BS  member  physicians  and 
other  physicians. 
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Positive  confirmations  of  individual  payments  with 
state  employees. 

Case  Management  Services 

The  scope  of  our  services  included  a  review  of  BC/BS's  case 
management  services  and  an  audit  of  27  of  the  case  management  files 
that  were  open  during  the  period  from  March  1,  1990  through 
February  29,  1992. 

Test  Claims 

Test  claims  were  prepared  and  entered  into  the  system  to  test 
various  aspects  of  the  system's  capabilities.  The  test  claims 
addressed  the  following: 

Duplicate  claim  logic,  including  claims  filed  both  by 
the  provider  and  the  member. 

Claims  from  fictitious  providers. 

Claims  for  fictitious  services. 

Claims  involving  coordination  of  benefits  with  another 
health  care  plan. 

Claims  involving  fees  in  excess  of  the  usual, 
customary  and  reasonable  limit  established  for  the 
plan. 

Claims  for  procedures  that  are  inconsistent  with  the 
sex  of  the  patient. 

LIST  OF  ADMINISTRATIVE  OFFICIALS 

Listings  of  administrative  officials  for  both  the  Department 
of  Administration  and  BC/BS  are  presented  below. 

Department  of  Administration 

Department  of  Administration  administrative  officials  at  the 
time  of  our  audit,  included: 

Director,  Department  of  Administration  -  Bob  Marks 
Deputy  Director,  Department  of  Administration  -  Dave  Ashley 
Administrator,  State  Personnel  Division  -  Laurie  Ekanger 
Chief  Employee  Benefits  Bureau  -  Joyce  Brown 
Administrative  Officer  -  Linda  Kaiser 
Operations  Supervisor  -  Sheri  Parsons 
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Blue  Cross  and  Blue  Shield 

BC/BS  administrative  officials  at  the  time  of  our  audit, 
included: 

President  -  Alan  F.  Cain 

Executive  Vice  President  -  Terry  Screnar 

Vice  President,  Claims  -  Clyde  Bigelow 

Vice  President,  Finance  -  Ron  King 

Vice  President,  Health  Benefits  Management  -  Carl  Tanberg 

Vice  President,  Internal  Audit  -  Pat  Cutler 

Vice  President,  Marketing  and  Sales  -  Randy  Cline 

Vice  President,  Underwriting  and  Actuarial  -  Garth  Trusler 

General  Counsel  -  William  Jensen 

Director,  Claims  -  Dolores  Stebbins,  R.  N. 

Director,  House  &  Broker  Accounts  -  Jim  Edwards 

Internal  Auditors  -  Diana  Schedel,  Dave  Bauer  and  Brian 

Fitzpatrick 
Manager,  UR  -  Dorothy  Debus,  R.  N. 
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II  -  SUMMARY  OF  AUDIT  RESULTS  AND  RECOMMENDATIONS 

The  results  of  our  audit  and  review  services  plus  a  summary 
of  our  recommendations  are  discussed  in  more  detail  in  later 
sections  of  this  report.  The  purpose  of  this  section  is  to  provide 
a  brief  summary  of  our  findings  and  recommended  action  to  improve 
the  Plan. 

SUMMARY  OF  AUDIT  RESULTS 

A  brief  summary  of  our  audit  results  is  presented  below. 

Transactions  Examined 

We  examined  a  total  of  600  claims,  of  which  535  were  medical 
claims  and  65  were  dental  claims.  The  sample  contained 
$1,315,799.65  in  submitted  claims  and  $813,427.97  in  claim 
payments. 

Total  Overpayments 

The  sample  contained  5  claim  overpayments  which  totaled 
$884.40. 

Total  Underpayments 

The  sample  contained  4  claim  underpayments  for  $6,248.04. 

Transactions  With  Dollar  Errors 

Of  the  600  medical  claims,  9  were  paid  in  error. 

Magnitude  of  Payment  Errors 

The  magnitude  of  payment  errors  in  the  claim  sample  was 
$7,132.44,  the  sum  of  the  overpayments  plus  the  underpayments. 

Error  Rate  -  Magnitude 

The  sample  for  this  audit  was  stratified  by  payment  amount. 
The  results  indicate  a  stratified  error  magnitude  in  the  population 
of  .58% 

Claim  Processing  Time 

Claim  processing  time  or  turnaround  time  for  this  audit  was 
measured  from  the  "received  date"  entered  on  the  claim  document  to 
the  date  the  check  was  mailed  to  the  participant  or  provider. 

The  mean  turnaround  time  for  the  sample  of  600  claims  was  13.0 
days.  The  median  was  10  days  and  the  mode  for  the  sample  was  7 
days. 
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Statistical  Accuracy 

The  sample  consisted  of  600  randomly  selected  claims  divided 
into  3  strata.  Details  regarding  the  magnitude  of  error  in  the 
population  are  presented  in  Section  VII.  Based  on  the  population 
and  sample  sizes,  the  results  indicate  a  95  percent  confidence 
level  that  the  error  frequency  rate  of  the  population  does  not 
exceed  4.5  percent.   The  statistical  justification  is  as  follows: 

(1)   The  formula  for  developing  the  initial  sample  size  was: 

S  =  [f (cc) ]2  x  P  (1-P) 


(2)  f(cc)  is  a  function  of  the  confidence  coefficient,  P  is 
the  probability  that  a  claim  is  paid  correctly  and  R  is 
1/2  of  the  acceptable  probability  tolerance. 

(3)  In  our  test  work  for  each  strata,  S  =  200  and  P  was 
determined  for  each  and  R  was  set  at  3  percent. 

The  results  for  each  of  the  three  strata  were  as  follows: 


Strata 

Sample 
Claims 

Sample 
Dollars 

Errors 

Error 
Dollars 

Population 

Plaiiiifi 

Population 
Dollars 

Highest  1/3 

200 

$704,007.53 

9 

$7,132.44 

8,457 

$24,755,388. 

44 

Middle  1/3 

200 

100,553.70 

0 

0.00 

14,833 

7,060,001. 

98 

Lowest  1/3 

200 

8,866.74 

0 

0.00 

496,517 

20,556,454. 

,33 

SUMMARY   OF   RECOMMENDATIONS 

Each  recommendation  is  summarized  below.  A  more  detailed 
discussion  of  these  recommendations  is  presented  in  Section  XV. 

Audit  of  New  Computer  System 

The  State's  plan  will  soon  be  converted  to  the  new  BC/BS 
computer  system.  We  recommend  that  an  interim  audit  be  performed 
soon  after  the  conversion  in  order  to  assess  the  system's  ability 
to  accurately  process  plan  claims. 

Out-of-State  Providers 

We  recommend  the  system's  threshold  for  seeking  data  for  out- 
of-state  providers  be  lowered  to  $50.00  in  order  to  reduce  the  risk 
of  fraudulent  claims  and  to  verify  reasonable  fee  levels. 
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Procedure  Codes 

We  recommend  BC/BS  review  the  procedure  codes  and  assure  that 
all  gender  specific  codes  will  cause  claim  processing  to  suspend 
in  the  event  that  the  code  and  patient's  sex  are  inconsistent. 

Duplicate  Claim  Edits 

We  recommend  the  language  for  automatic  duplicate  claim 
rejection  notices  be  softened  for  situations  where  the  claim  may 
actually  not  be  a  duplicate. 

Managed  Care  Montana 

We  recommend  that  Managed  Care  Montana:  (1)  implement  an 
effective  accounting  system  and  (2)  develop  a  method  of  estimating 
the  value  of  averted  costs  that  is  more  reflective  of  the  cost  of 
services  not  performed. 

Fee  Billing 

We  recommend  the  Department  prepare  the  monthly  fee  billing 
rather  than  reviewing  and  correcting  the  bill  prepared  by  BC/BS. 

Mental  Illness  Diagnoses 

We  recommend  the  Department  obtain  assistance  to  review  the 
scope  of  mental  illnesses  covered  by  the  Plan. 

OUTSTANDING  CLAIM  CHECKS 

We  recommend  the  Department  research  the  state ■ s  abandoned 
property  law  as  it  relates  to  the  plan.  If  the  law  does  not  apply, 
we  recommend  that  outstanding  benefit  checks  be  returned  to  the 
plan  once  they  have  been  outstanding  for  12  months. 

COORDINATION  OF  BENEFITS 

We  recommend  the  plan  document  language  be  amended  to  clearly 
define  "allowed  expenses"  in  Chapter  6  so  as  to  provide 
documentation  of  the  treatment  of  private  room  charges  for 
coordination  of  benefits  purposes. 

WORKERS !  COMPENSATION 

We  once  again  reguest  that  BC/BS  contact  the  Workers' 
Compensation  Board  to  reguest  assistance  in  determining  the 
existence  of  claims  filed  both  with  the  plan  and  under  Workers' 
Compensation.  We  recommend  that  the  Department  join  in  the 
reguest. 
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OUT-PATIENT  SURGERY 

We  recommend  the  plan  limit  charges  for  an  observation  room 
and  normal  nursing  services  following  out-patient  surgery  to  the 
hospital's  semi-private  room  charge.  If  implemented,  this 
recommendation  should  assure  that  out-patient  surgery  is  a  cost 
effective  alternative  to  in-patient  care. 
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Ill  -  PARTICIPANT  CONFIRMATIONS 

Our  work  plan  included  100  participant  confirmations.  The 
results  are  discussed  below. 

We  received  51  responses  to  our  initial  confirmation  request 
and  33  responses  to  our  second  request  mailing.  We  contacted  all 
but  two  of  the  remainder  by  telephone  to  obtain  confirmation  of  the 
medical  or  dental  services. 

We  have  now  received  positive  replies  from  98  confirmation 
requests.  Two  individuals  have  unlisted  telephone  numbers  and 
could  not  be  contacted. 

All  98  confirmed  that  the  services  were  performed  by  the 
provider  on  the  date;  97  confirmed  that  the  billed  charges  were  for 
the  correct  amount.  (One  individual  did  not  know  the  amount 
charged  and  could  not  confirm  our  information.)  One  respondent 
reported  that  the  services  were  work  related.  This  is  discussed 
further  under  a  separate  heading. 

We  have  no  reason  to  believe  there  were  irregularities 
regarding  the  services  provided  to  the  two  individuals  for  whom 
confirmations  could  not  be  obtained. 
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IV  -  REIMBURSEMENT  CALCULATIONS  AND  PROCEDURES 

The  State  reimburses  BC/BS  for  benefit  plan  claims  paid  on  a 
weekly  basis  and  BC/BS  for  its  administrative  services  on  a  monthly 
basis. 

Each  week  BC/BS  requests  reimbursement  from  the  Treasurer's 
office  for  medical  and  dental  benefits  paid  the  prior  week.  The 
request  is  supported  by  claim  payment  data,  including  prior  period 
adjustments.   Funds  are  electronically  transferred  to  BC/BS. 

Each  month  BC/BS  submits  a  billing  for  administrative  fees  and 
the  screening  fee  for  Individual  Case  Management  services.  The 
billing  is  based  upon  the  contractual  fees  for  the  services  and  the 
number  of  participants  as  reported  by  the  State. 

The  department  verifies  the  accuracy  of  the  calculation  and 
authorizes  the  issuance  of  a  check  in  payment  of  the  fees. 

We  tested  seven  months  of  fee  invoices.  Five  of  the  invoices 
issued  by  BC/BS  were  verified  by  the  Department  and  paid  without 
modification.   We  concurred  with  the  calculations. 

One  invoice  (August  1991)  was  submitted  by  BC/BS  using  the  new 
administrative  rates  to  apply  as  of  September  1991.  The  Department 
identified  the  error  and  paid  the  invoice  based  on  the  contractual 
amount . 
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V  -  PRIOR  AUDIT  RECOMMENDATIONS 

The  most  recently  completed  audit  of  the  State  Employee 
Benefit  Plan,  prior  to  this  audit,  was  performed  for  the  period 
from  March  1,  1988  through  February  28,  1990. 

The  report  for  that  audit,  issued  in  November,  1990,  contained 
the  following  recommendations: 

SRS  RELATED  CLAIMS 

We  recommended  the  Plan  document  be  amended  to  state  that  it 
will  reimburse  SRS  for  health  care  payments  made  for  welfare 
assistance  that  are  also  covered  by  the  Plan. 

Comment :  The  Plan  document  was  last  printed  as  of  September 
1,  1990.  The  Chief,  Employee  Benefits  Bureau  of  the  Department  of 
Administration  advised  us  that  the  change  will  be  made  in  the  next 
document  that  is  printed. 

GENERIC  DRUGS 

We  recommended  BC/BS  determine  the  brand  name  vs  generic 
status  of  all  prescription  drug  claims  rather  than  only  checking 
those  that  the  patient  indicated  were  generic  in  order  to  provide 
a  more  equitable  treatment  of  all  drug  claims. 

Comment :  In  her  response  to  our  recommendations  two  years 
ago,  the  Chief,  Employee  Benefits  Bureau  advised  us  that  the  Plan's 
intent  is  to  only  offer  the  higher  coinsurance  payment  where  the 
member  notes  that  drugs  are  generic. 

CAFETERIA  PLAN 

We  recommended  that  the  practice  of  refunding  contributions 
to  the  Cafeteria  Plan  be  discontinued  as  it  does  not  comply  with 
IRS  requirements. 

Comment:  After  discussion  with  the  Plan's  consultant,  the 
practice  was  discontinued. 

CONTRIBUTION  REFUNDS 

We  recommended  that  payroll  clerks,  Department  personnel  and 
Central  Payroll  staff  make  every  effort  to  (1)  reduce  the  need  for 
refunds  of  after-tax  contributions  and  (2)  process  refunds  as 
quickly  as  possible. 

Comment:  Now  that  before-tax  contributions  are  not  refunded, 
the  volume  of  refunds  has  been  reduced.  The  Department  has  altered 
the  scheduling  of  work  so  that  refunds  may  be  processed  rapidly 
when  the  need  arises. 
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SUBROGATION 

Our  recommendations  regarding  subrogation  were: 

Train  BC/BS  personnel  to  recognize  accident  claims  with 
potential  third  party  liability. 

Copies  of  potential  third  party  liability  claims  should  be 
sent  to  Department. 

Add  an  appropriate  statement  regarding  member  cooperation 
in  subrogation  to  the  enrollment  form. 

Comment :  BC/BS  personnel  have  been  doing  a  very  good  job 
identifying  potential  subrogation  claims  and  forwarding  claim  data 
to  the  Department.  The  enrollment  form  revision  has  not  yet 
occurred.  The  Department  is  concerned  that  similar  statements 
regarding  other  Plan  provisions  may  not  have  been  effective. 

NEW  CLAIM  SYSTEM 

We  recommended  that  BC/BS  not  convert  the  State's  Plan  to  the 
new  claim  system  until  they  can  demonstrate  that  it  is  processing 
claims  properly  and  within  acceptable  turn  around  time. 

Comment:  BC/BS  has  agreed.  The  new  claim  system  may  be  ready 
to  convert  the  State's  Plan  prior  to  year  end. 

WORKERS'  COMPENSATION 

We  recommended  that  First  Reports  of  Accidents  filed  with  the 
Workers'  Compensation  Board  be  compared  with  accident  claims  filed 
with  BC/BS  to  determine  if  any  Workers'  Compensation  claims  have 
been  paid  by  BC/BS. 

No  action  has  been  taken  in  this  regard.  BC/BS  has  attempted 
to  obtain  information  from  the  Comp  Board.  However,  they  have  been 
unable  to  obtain  information  or  cooperation. 
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VI  -  COMPLIANCE  WITH  REGULATIONS 

The  scope  of  our  services  included  a  review  of  applicable 
state  regulations  relating  to  the  State  Employee  Benefits  Plan  and 
a  determination  of  the  Department  of  Administration's  compliance 
with  these  regulations.  We  reviewed  sections  2-18-701  through  2- 
18-704  and  sections  2-18-808  through  2-818-816,  MCA. 

FINDINGS 

A  summary  of  our  review  and  findings  are  presented  below. 

Section  2-18-701  contains  a  definition  of  employees.  The 
State  Employee  Benefit  Plan  provides  coverage  for  each  of  these 
groups  of  employees  with  the  exception  of  those  individuals  under 
the  authority  of  the  board  of  regents,  who  are  eligible  for  the 
University  System  plan. 

Section  2-18-702  states  that  required  contributions  by  covered 
employees  shall  be  deducted  from  the  employee's  salary  or  wages. 
We  confirmed  that  contributions  are  being  withheld  from  employee 
compensation  both  on  a  bef ore-tax  and  an  after-tax  basis. 

Section  2-18-703  specifies  the  contributions  to  be  made  by 
each  agency  toward  the  cost  of  the  group  benefits.  The  required 
agency  contribution  level  agreed  with  information  in  the  Department 
of  Administration  records. 

Section  2-18-704  details  several  mandatory  provisions  for  the 
plan.  Each  provision  is  contained  in  the  State  Employee  Benefits 
Plan. 

Section  2-18-810  describes  the  function  of  the  state  employee 
group  benefits  advisory  council.  We  reviewed  minutes  of  the 
advisory  council's  meetings  and  conclude  that  they  are  performing 
the  functions. 

Section  2-18-811  lists  the  general  duties  of  the  Department 
of  Administration  relating  to  the  plan.   Each  is  discussed  below. 

(1)  Adopt  rules  for  the  conduct  of  its  business. . .and  to 
carry  out  the  purposes. 

The  Department  of  Administration  has  adopted  pay  plan 
rules.  They  address  the  State  Contribution  To  Group 
Benefits. 

(2)  Negotiate  and  administer  contracts. 

Minutes  of  the  advisory  council  meetings  and  other 
department  documents  indicate  that  the  department 
negotiates  and  administers  contracts. 
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(3)  Design  plan,  establish  specifications  for  bids,  and 
make  recommendations  for  acceptance  or  rejection  of 
bids. 

Again,  advisory  council  minutes  and  other  department 
documents  indicate  that  the  department  is  performing 
these  duties. 

(4)  Prepare  an  annual  report. 

An  annual  report  is  prepared  by  the  plan's  consultant. 

(5)  Perform  or  obtain  an  analysis  of  rate  adequacy. 

The  consultants'  annual  reports  address  this  subject. 

(6)  Submit  the  report  required  in  this  section  to  the 
legislature. 

The  report  is  submitted. 

Section  2-18-812  provides  for  the  use  of  an  alternate  to 
conventional  insurance.  Based  on  our  review  of  department  records, 
consultant  reports  and  other  department  documents,  we  conclude  that 
the  department  complies  with  the  requirements  of  this  Section. 

Section  2-18-813,  14  and  15  do  not  directly  address  the 
department's  activities. 

Section  2-18-816  requires  the  department  to  have  the  benefit 
plan  audited  every  two  years.  Wolcott  &  Associates,  Inc.  conducted 
an  audit  two  years  ago  covering  the  period  from  March  1,  1988 
through  February  28,  1990.  This  audit  covers  the  period  from  March 
1,  1990  through  February  29,  1992. 
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VII  -  RESULTS;   PAYMENT  ACCURACY 

Our  test  work  to  determine  claim  payment  accuracy  involved 
three  main  steps:  (1)  verification  of  eligibility  for  100  of  the 
claims,  (2)  confirmation  of  services  provided  through  written 
confirmation  requests  mailed  to  100  participants  and  (3) 
recalculation  of  600  previously  processed  claims. 

ELIGIBILITY  VERIFICATION 

Eligibility  was  verified  in  the  Department  of  Administration 
by  physical  review  of  department  records  and  comparison  to  dates 
of  service  shown  on  the  claim  documents. 

No  exceptions  were  noted  in  our  test  work. 

PARTICIPANT  CONFIRMATIONS 

One  hundred  claim  items  were  selected  for  confirmation. 
Claimants  were  asked  to  confirm  the  date  of  service,  provider  of 
service  and  the  amount  billed. 

The  initial  mailing  was  followed  by  a  second  request  and 
subsequent  telephone  calls  to  those  who  had  not  responded. 
Confirmations  were  received  from  98  individuals.  One  individual 
was  unable  to  confirm  the  fee  charged  for  the  services.  One 
individual  reported  that  the  services  were  work  related.  We  have 
no  reason  to  believe  there  were  irregularities  in  the  two  non- 
confirmed  services. 

We  conclude  that  all  services  were  received  and  fees  agree  to 
amounts  billed  for  those  whose  confirmations  were  received. 
However,  we  conclude  that  the  one  work  related  claim  is  evidence 
that  Workers'  Compensation  claims  are  being  paid  by  the  plan. 

ADJUDICATION  ACCURACY 

Information  presented  below  describes  our  test  work  on  the 
600  previously  processed  claims  in  our  sample  and  the  errors 
identified. 

Each  of  the  600  selected  claims  was  reprocessed  during  our 
test  work.  This  included  a  review  of  hard  copy  microfilm  of  the 
original  claim,  review  of  all  appropriate  adjudication  steps  plus 
a  recalculation  of  the  payment  amount  and  verification  of  the 
payee. 
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Frequency  of  Error 

We  identified  errors  in  nine  of  the  600  claims.  All  nine  of 
the  errors  were  made  on  medical  claims.  No  errors  were  identified 
among  the  dental  claims  in  our  sample.  This  is  an  error  rate  of 
1.5  percent.  The  error  rate  is  below  the  four  to  six  percent  error 
frequency  rate  normally  observed  during  our  audits  of  similar  plans 
and  is  below  the  2.8  percent  error  rate  (medical  and  dental 
combined)  observed  in  our  audit  two  years  ago.  Five  of  the  errors 
were  overpayments  and  four  were  underpayments.  The  errors  are 
summarized  below. 

STATE  EMPLOYEE  BENEFIT  PLAN 

MEDICAL  CLAIM  ERRORS 

Type 

Non-Covered  Services 

Coding  -  Key  Punch 

Coding  -  System 

System  Duplicate  Payment* 

Incorrect  Claimant 

Keypunch  Error 

♦System  identified  claims  as  duplicates  and  rejected  them, 
fact,  the  claims  were  not  duplicates. 

Error  Analysis 

Three  of  the  identified  errors  were  human  errors.  These 
errors  occur  in  all  systems. 

As  the  pressure  for  speed  increases,  the  frequency  of  these 
errors  tends  to  increase.  The  magnitude  of  human  errors  identified 
is  very  low  as  compared  to  the  results  of  similar  audits. 

The  three  Medicare  claims  and  the  remaining  three  errors  are 
system  errors.  The  complexity  of  claim  processing  has  reached  a 
point  where  the  BC/BS  system  did  not  process  these  claims 
correctly. 


Number 

Amount 

3 

$    292.00 

1 

30.00 

1 

(902.95) 

2 

(2,375.09) 

1 

562.40 

1 

(2,970.00) 

and  re- 

jected  them.   In 
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STRATIFIED  RESULTS  -  MAGNITUDE 

The  magnitude  of  payment  error  for  the  population  has  been 
calculated  for  underpayments  net  of  overpayments.  After 
stratifying  the  sampled  claim  magnitude  results,  we  conclude  with 
95  percent  confidence  that  the  true  magnitude  of  error  equals 
$226,785  plus  or  minus  3  percent  of  the  claim  payments  during  the 
period. 

Therefore,  we  conclude  with  95  percent  confidence  that  the 
true  value  of  the  paid  claim  liability  for  the  period  from  March 
1,  1990  through  February  29,  1992  ranges  from  $50,573,905  to 
$53,716,215.  This  was  calculated  as  $52,371,845,  the  recorded  paid 
claims  during  the  period  less  $1,797,940  (the  sum  of  3  percent  of 
the  recorded  claims  and  $226,785)  and  $52,371,845  plus  the  3 
percent  of  recorded  claims,  less  $226,785. 

PAYMENT  MAGNITUDE  OBSERVATIONS 

The  BC/BS  national  standard  is  that  99  percent  or  more  of  the 
gross  dollar  payment  should  be  paid  accurately.  The  sample 
contained  $813,427.92  in  total  payments.  The  overpayments  equalled 
$884.40  (0.11  percent)  and  the  underpayments  equalled  $6,248.04 
(0.77  percent).  The  magnitude  of  error  observed  in  our  sample  was 
superior  to  this  standard. 

Wolcott  &  Associates,  Inc.  measures  magnitude  separately  for 
overpayments  and  underpayments.  Our  standard  for  a  highly 
computerized  system  is  that  neither  the  overpayments  nor  the 
underpayments  should  exceed  0.4  percent  of  the  payment  dollars  in 
the  sample. 

While  the  overpayment  magnitude  in  the  sample  was  superior  to 
this  standard,  the  underpayment  magnitude  was  not  as  favorable  as 
the  standard. 

The  stratified  results  indicate  a  .07  percent  overpayment 
magnitude  and  a  .50  percent  underpayment  magnitude. 
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VIII  -  TURNAROUND  TIME 

We  have  responded  to  the  request  for  mean,  median  and  mode 
information  in  an  earlier  section.  The  purpose  of  this  section  is 
to  present  an  analysis  of  turnaround  time  using  industry  accepted 
standards  and  those  used  by  Wolcott  &  Associates,  Inc.  for  claim 
audit  purposes. 

MEASUREMENT  STANDARD 

We  measure  claim  turnaround  time  from  the  date  the  claim  is 
received  to  the  date  the  check  is  mailed.  We  believe  this  is  the 
turnaround  time  (exclusive  of  mail  time)  that  is  thought  of  by  plan 
participants. 

Our  standard  is  that  within  14  calendar  days,  85  percent  of 
all  claims  must  be  (1)  paid  or  (2)  be  delayed  by  reasons  beyond 
the  control  of  the  processor. 

A  claim  is  delayed  beyond  the  control  of  the  processor  if, 
for  example: 

-  Requested  additional  information  has  not  been  received. 

-  The  claim  is  subject  to  special  review  (e.g.  medical 
review  or  COB)  . 

-  The  eligibility  of  the  claimant  cannot  be  verified. 

-  The  provider  has  agreed  to  a  payment  cycle  that  causes 
the  payment  to  be  delayed. 

Claim  turnaround  time  for  the  plan  meets  our  85  percent 
standard.  Of  the  600  claims  in  our  sample,  only  9  claims  or  1.5 
percent  (not  the  same  nine  identified  as  having  payment  errors) 
required  longer  than  14  days  to  process  and  the  reason  for  the 
delay  did  not  readily  appear  to  be  beyond  BC/BS's  control. 


VIII-1 


IX  -  RESULTS;   TEST  CLAIMS 

We  prepared  and  submitted  a  series  of  fictitious  or  test 
claims  designed  to  assess  the  claim  system's  ability  to  detect 
various  types  of  claim  irregularities.  The  tests  and  the  results 
are  discussed  below. 

To  protect  against  issuance  of  actual  check  payments  and 
contamination  of  member  history,  a  test  cycle  was  used  for  all  test 
claims. 

DUPLICATE  CLAIMS 

Duplicate  claims  testing  involved  three  forms  of  testing: 
resubmission  of  exact  duplicates,  resubmission  of  duplicates  with 
certain  modifications  and  claims  submitted  by  both  the  patient  and 
the  provider. 

We  selected  and  resubmitted  eight  previously  processed  claims, 
all  of  which  were  identical  to  the  initial  submission.  The  system 
accurately  identified  all  eight  as  duplicate  claim  submissions. 

We  then  prepared  four  fictitious  claims  for  active 
participants  and  submitted  them  for  processing.  After  these  claims 
were  processed  and  recorded  as  paid,  each  claim  was  modified  three 
times  as  follows: 

.  The  diagnosis  was  changed. 

.  The  billed  amount  was  changed. 

.  The  provider  name  was  changed. 

All  twelve  of  the  altered  claims  were  then  resubmitted  for 
payment.  The  system  correctly  identified  all  twelve  as  either 
duplicate  claims  or  possible  duplicate  claims  and  pended  them  for 
further  review. 

Finally,  we  resubmitted  five  claims  previously  submitted  by 
member  doctors.  However,  we  submitted  them  as  if  by  the  patient. 
The  system  correctly  rejected  these  claims  as  member  provider 
claims  submitted  by  the  patient. 

INELIGIBLE  PATIENT 

Five  terminated  employees  and  five  terminated  dependents  were 
selected.  Fictitious  claims  were  prepared  with  service  dates  after 
the  date  their  coverage  terminated.  These  ten  claims  were  entered 
into  the  system.  The  system  correctly  identified  all  ten  claims 
as  being  incurred  after  the  date  coverage  ceased. 
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FICTITIOUS  PROVIDER 

We  prepared  and  submitted  five  claims  for  a  fictitious 
provider  located  in  another  state.  Three  of  these  claims  were 
processed  for  payment.  The  system  identified  two  of  these  claims 
as  out-of-state  providers  from  whom  additional  information  was 
needed  prior  to  payment. 

BC/BS  maintains  a  file  of  Montana  resident  providers.  If  a 
claim  is  received  for  a  provider  in  the  state  that  is  not  in  their 
file,  information  is  obtained  regarding  the  provider  prior  to 
payment  of  the  claim. 

BC/BS  does  not  maintain  such  records  for  providers  outside  the 
state.  If  a  professional  fee  of  over  $600  or  a  charge  for  supplies 
of  over  $500  is  submitted  by  an  out-of-state  provider,  BC/BS  will 
request  information  regarding  the  provider  from  the  local  BC/BS, 
state  medical  society  or  other  similar  organization  prior  to 
payment. 

However,  at  the  time  of  our  audit,  claims  for  less  than  the 
$600  or  $500  limit  were  routinely  processed  for  out-of-state 
providers. 

CHARGES  IN  EXCESS 
OF  UCR  LIMIT 

Five  claims  were  prepared  with  charges  that  exceeded  the 
plan's  UCR  limit.  The  system  identified  the  charges  as  being 
excessive  and  correctly  adjudicated  the  claims  based  on  the  UCR 
provisions. 

COORDINATION  OF  BENEFITS 

Five  fictitious  claims  were  prepared  as  if  they  had  been 
incurred  for  a  spouse  who  has  other  group  health  insurance 
coverage.  The  system  correctly  identified  the  claims  as  ones  where 
another  insurance  company  has  primary  liability. 

FICTITIOUS  SERVICES 

The  BC/BS  system  is  designed  to  process  professional  services 
based  on  procedure  codes.  To  test  the  system's  ability  to  identify 
covered  services,  we  prepared  five  claims  for  services  with 
procedure  codes  that  do  not  exist. 

The  system  correctly  pended  each  claim  as  containing  a 
procedure  code  that  was  not  assigned  to  a  valid  procedure. 
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SERVICES  INCONSISTENT 
WITH  PATIENT'S  SEX 

We  prepared  five  fictitious  claims  for  services  that  could  not 
be  performed  on  the  patient  because  the  service  was  inconsistent 
with  the  patient's  sex. 

The  system  correctly  identified  four  of  the  five  claims. 
However,  the  system  did  not  identify  one  claim  involving  a  repair 
procedure  for  female  reproductive  organs  which  was  submitted  for 
a  fictitious  male  patient. 
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X  -  SUBROGATION 

Sections  2-18-901  and  2-18-902,  MCA  provide  the  legal 
authority  for  subrogation  and  the  procedures  for  the  process.  The 
language  of  these  two  sections  precludes  effective  subrogation 
under  most  normal  situations. 

SUBROGATION  PRECLUDED 

Section  2-18-901  provides  recovery  "from  a  third  party  found 
liable  for  a  wrongful  act  or  omission  that  causes  injury."  Under 
Section  2-18-902,  subrogation  may  not  be  enforced  until  the  injured 
party  "has  been  fully  compensated  for  his  injuries." 

The  majority  of  accidents  involving  action  by  another 
individual  never  result  in  a  finding  of  liability.  In  fact,  most 
never  go  to  court.  The  typical  situation  involves  payment  by  a 
liability  insurance  company  without  trial. 

The  State  Employee  Benefits  Plan  provides  payment  for  medical 
and  dental  services.  It  does  not  make  payments  for  loss  of  income, 
pain  and  suffering,  loss  of  consortium  or  a  multitude  of  other 
items  which  may  be  included  in  the  phrase  "fully  compensated  for 
his  injuries." 

A  major  accident  may  result  in  substantial  payments  by  the 
State  Plan.  However,  subrogation  would  be  barred  if  the  injured 
party  had  not  been  fully  compensated  for  loss  of  income  even  if  he 
had  been  paid  twice  for  the  medical  bills. 

SUBROGATION  ACTIVITY 

The  BC/BS  legal  department  directs  the  performance  of 
subrogation  activity  for  that  organization.  A  separate  group  at 
BC/BS  performs  the  subrogation  review  activity.  When  a  potential 
subrogation  claim  is  identified,  the  claim  department  has  been 
directed  to  notify  the  Department  of  Administration  to  coordinate 
the  process.  Potentially  subrogatable  claims  are  identified  by 
diagnosis  code,  evidence  of  other  insurance  reported  on  claim  forms 
and/or  communication  from  the  patient  and  others. 

Procedures  then  call  for  the  Department  to  make  a 
determination  as  to  whether  the  claim  is  worth  subrogating.  If  it 
is  so  determined,  the  Department  contacts  the  participant  or  the 
participant's  lawyer  to  begin  the  process.  In  the  past,  the 
Department  has  been  able  to  obtain  a  statement  from  the  Participant 
that  he  or  she  has  been  fully  compensated  for  the  loss. 

The  Plan  booklet  contains  language  stating  that  a  participant 
must  sign  a  subrogation  agreement  prior  to  receiving  payment  for 
a  claim  resulting  from  a  injury  caused  by  a  third  party.  In 
practice  this  form  is  not  utilized  effectively. 
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During  the  two  years  covered  by  our  audit,  the  lawyer  at  the 
Department  whose  responsibilities  include  subrogation  has  been 
assigned  to  other  duties.  As  a  result,  no  effective  subrogation 
has  occurred. 
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XI  -  COST  CONTAINMENT 

The  State  Plan,  like  all  benefit  plans,  is  subject  to  cost 
increases  resulting  from  inflation.  The  plan,  like  many  others, 
is  also  subject  to  cost  increases  resulting  from  over  utilization. 

PLAN  PROVISIONS 

A  mandatory  pre-admission  notification  provision  is  part  of 
the  Plan's  provisions.  The  notification  procedure  is  used  to  alert 
BC/BS  of  potentially  large  claims  which  could  be  eligible  for 
individual  case  management  to  reduce  the  magnitude  of  the  claim. 
However,  the  notification  process  is  not  used  to  identify 
unnecessary  hospitalizations. 

As  of  September  1,  1991,  the  Plan's  deductible  was  raised  to 
$200  per  person  per  year  from  $175,  and  the  coinsurance  provision 
for  the  first  $3,000  of  charges  in  a  calendar  year  was  reduced  to 
75%  (from  75%  of  the  first  $2,500).  While  these  changes  were  made 
to  reduce  Plan  costs,  they  may  tend  to  shift  costs  to  employees 
rather  than  contain  health  care  costs. 

ADMINISTRATIVE  PROCEDURES 

Two  administrative  procedures  help  control  costs  and  reduce 
abuses.   They  are  both  described  below. 

Usual .  Reasonable  and  Customary 

A  significant  percentage  of  physicians  are  "member  doctors" 
of  BC/BS.  The  Plan  limits  the  allowable  charges  by  the  member 
doctors  to  their  contractual  fee  agreement  with  BC/BS.  This 
agreement  also  precludes  member  doctors  from  charging  a  patient  for 
the  difference  between  the  actual  charge  and  the  contractual 
charge.  Charges  by  non-member  doctors  are  limited  to  90  percent 
of  the  allowance  for  member  doctors. 

Prescription  Drugs 

BC/BS  requires  claims  for  prescription  drugs  to  include  the 
actual  receipts.  This  procedure  reduces  the  potential  for 
duplicate  submissions  or  fraudulent  filings  and  increases  the 
savings  from  the  Coordination  of  Benefits  provision. 

FRAUD  INVESTIGATION 

An  active  fraud  investigation  function  is  an  effective 
deterrent  to  those  who  may  consider  such  activities. 
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BC/BS  has  developed  fraud  investigation  skills  and  actively 
investigates  potential  fraud  as  part  of  its  services  to  all 
subscribers.  We  reviewed  the  internal  audit  department's  fraud 
activity. 

Based  on  our  review  we  conclude  that  the  investigative 
procedures  and  staff  training  are  further  advanced  than  many 
administrators . 
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XII  -  REQUESTS  FOR  REFUNDS 

As  part  of  our  prior  audit,  we  investigated  problems  related 
to  long  delays  in  obtaining  refunds  of  previously  contributed  money 
by  employees  for  coverage  under  the  plan.  We  re-examined  this  area 
again. 

BACKGROUND 
INFORMATION 

During  the  field  work  two  years  ago,  we  learned  that: 

.  Terminated  employees  were  receiving  refunds  of  previously 
contributed  money  at  their  request  rather  than  receiving 
extended  coverage  under  the  Plan. 

.  Employees  who  transfer  from  one  agency  to  another  have, 
in  error,  had  contributions  withheld  from  their  payroll 
by  each  agency. 

.  Refunds  for  these  people  had  taken  up  to  two  months  to 
be  received. 

FINDINGS 

During  our  review  this  year,  we  learned  that: 

.  Refunds  are  now  only  available  for  those  terminated 
employees  who  have  made  after-tax  contributions. 

The  likelihood  of  a  transferred  employee  having 
contributions  taken  from  pay  at  both  agencies  has  been 
greatly  reduced  through  more  coordinated  efforts  by 
the  department  and  agency  payroll  personnel. 

Department  personnel  are  sensitive  to  the  need  for 
rapid  processing  of  refunds  and  monthly  activity  is 
now  coordinated  with  distribution  cycles. 

We  confirmed  that  no  complaints  had  been  registered  with  the 
Department  in  the  past  12  months  regarding  delayed  refunds. 
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XIII  -  INDIVIDUAL  CASE  MANAGEMENT 

As  of  September  1989,  BC/BS  began  to  perform  case  management 
services  for  Plan  participants  whose  medical  conditions  would 
respond  well  to  the  delivery  of  care  in  a  less  expensive  setting. 

The  scope  of  our  audit  services  included  a  review  of  these 
services,  an  audit  of  case  management  files  and  an  assessment  of 
the  effectiveness  of  the  BC/BS  case  management  activity. 

SERVICE  OVERVIEW 

The  Plan  requires  pre-notif ication  of  in-patient  hospital 
admissions.  During  the  pre-notif ication  process,  BC/BS  identifies 
patients  whose  diagnosis  and  requested  treatment  meet  established 
guidelines  for  cost  effective  alternative  care. 

In  addition,  requests  for  alternative  care  are  received  from 
attending  physicians,  patients  and  family  members. 

Once  the  case  management  coordinator  identifies  a  potential 
candidate  for  case  management,  the  Department  is  contacted.  The 
facts  of  the  case  are  discussed  without  revealing  the  patient's 
identity.  If  the  Department  concurs  that  case  management  appears 
appropriate,  BC/BS  will  be  granted  an  initial  authorization  to 
incur  expenses  and  to  begin  the  case  management  process. 

The  case  management  process  typically  involves: 

Contact  with  patient,  family  member  and/or  physician  to 
gain  cooperation. 

Contact  with  hospital  discharge  planner  to  plan  the 
discharge. 

Contact  with  alternate  service  providers  to  plan  services 
and  negotiate  price. 

Contact  with  patient  to  explain  the  alternate  services 
and  to  obtain  signature  on  service  contract  (copies  to 
physician,  Department) . 

Service  providers  commence  services  and  BC/BS  monitors 
activity. 

Treatment  plans  are  periodically  reviewed  and  amended  as 
needed. 

At  the  conclusion  of  the  managed  care  services,  a  report 
is  prepared,  cost  savings  are  calculated  and  a  final 
billing  is  prepared. 


XIII-1 


The  case  management  staff  and  the  Department  staff  remain  in 
contact  during  the  provision  of  services.  Progress  is  discussed 
and  requests  for  additional  fee  authorization  are  made.  These  are 
approved  or  denied  based  on  the  progress  being  made  and  the 
prospect  for  further  savings. 

SAVINGS  MEASUREMENT 

The  managed  care  service  is  designed  to  save  the  Plan  money 
by  use  of  less  expensive  care  or  providing  the  care  in  a  less 
expensive  environment.  To  measure  the  effectiveness  of  these 
services,  BC/BS  (as  well  as  other  providers)  estimates  Plan  savings 
as  the  product  of: 

Value  of  the  averted  services,  less 

Cost  of  provided  services  and 

Cost  of  managed  care  activity. 

While  this  appears  to  be  straight  forward  enough,  difficulty 
exists  in  determining  a  value  to  apply  to  the  services  that  were 
averted  (those  services  that  were  not  provided) . 

BC/BS  Approach 

BC/BS  calculates  averted  hospital  costs  by  producing  a  daily 
average  cost.  This  averaged  cost  is  based  on  the  patient's  charges 
for  the  hospital  confinement  immediately  preceding  the  delivery  of 
alternative  services.  However,  if  the  hospital  confinement  has 
exceeded  three  months,  an  average  is  taken  for  the  most  recent 
three  days  of  confinement. 

During  the  initial  days  of  a  hospital  confinement,  the 
intensity  of  service  is  usually  greatest  and  the  costs  are  usually 
highest.  By  the  time  alternative  care  becomes  appropriate,  the 
level  of  acuity  is  greatly  reduced  and  the  cost  of  those  services 
can  be  expected  to  be  reduced. 

For  an  extended  hospital  stay  (three  months  or  more) ,  the 
BC/BS  approach  may  produce  a  reasonably  accurate  estimate  of 
averted  costs.  However,  for  the  vast  majority  of  cases  that  do  not 
exceed  three  months,  the  BC/BS  approach  may  overstate  the  value  of 
averted  services. 

Other  Approaches 

We  conducted  a  survey  of  nine  organizations  that  perform  case 
management  services,  including  BC/BS.  The  purpose  of  the  survey 
was  to  determine  how  various  organizations  determine  the  value  of 
averted  services. 
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One  surveyed  organization  stated  that  they  did  not  measure  the 
value  of  case  management  services  separately. 

Others  reported  the  use  of  state-wide  or  regional  average 
daily  charge  figures.  Two  (other  than  BC/BS)  reported  the  use  of 
patient  average  daily  charges.  However,  the  average  excluded  days 
prior  to  stabilization  of  the  patient's  condition. 

While  the  survey  indicates  that  there  is  no  standard 
measurement  method  in  use,  it  does  demonstrate  that  methods  are 
being  used  that  tend  to  be  more  reflective  of  actual  averted  costs 
by  excluding  days  for  which  acuity  was  high. 

The  survey  results  are  presented  as  Exhibit  A. 

BC/BS  Results 

Prior  to  March  1991,  data  were  not  maintained  on  a  period 
consistent  with  the  years  covered  by  the  audit.  However,  we  have 
calculated  results  for  the  twelve  months  ended  February  29,  1992. 
Information  regarding  ICM  activity  for  that  period  is  presented 
below: 

CASE  MANAGEMENT  ACTIVITY 

MARCH  1,  1991  THROUGH  FEBRUARY  29,  1992 

COST  EFFECTIVENESS  OF  SERVICES 

(Source  of  Data  is  Department  of  Administration) 

ITEM  AMOUNT 

TOTAL  AVERTED  COSTS  $412,314.10 

MANAGED  CARE  COSTS  (42,345.48) 

PRE-SCREENING  FEES  (52,700.00) 

NET  SAVINGS  $317,268.62 

RETURN  ON  INVESTMENT*  $3.34 

*Net  savings/managed  care  costs  and  pre-screening  fees. 

CHARGE  DOCUMENTATION 

BC/BS  provided  a  listing  of  108  ICM  cases  that  had  been  active 
during  the  time  period  covered  by  this  audit.  We  selected  27  (25 
percent  of  the  cases)  for  review  of  nurse's  notes,  documentation 
of  time  authorization  and  time  billed. 

Each  file  was  reviewed  to  obtain  the  following  information: 

File  status  -  open  or  closed. 
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Number  of  authorizations  and  the  number  of  hours 
authorized. 

Number  of  hours  incurred  for  which  documentation  was 
present. 

Hours  of  service  billed  to  the  Department. 

Expenses  billed  to  the  Department. 

Findings 

Our  review  produced  the  following  findings: 

One  file  contained  billings  for  1.9  hours  of  incurred 
charges  in  excess  of  the  hours  that  had  been  authorized. 

The  Department  and  BC/BS  have  agreed  to  a  variance  of  up 
to  one  hour  per  authorization.  The  Department  had  issued 
two  separate  authorizations. 

One  file  contained  a  billing  for  .3  hour  for  which  there 
was  no  documentation. 

BC/BS  procedure  does  not  require  a  separate  charge 
notation  for  preparation  of  case  closure  report.  The 
normal  time  charge  is  .3  hour. 

Several  files  contained  documented  charges  for  which  no 
bill  could  be  found. 

Several  files  did  not  contain  all  vendor  billings. 
However,  copies  were  found  in  a  separate  bill  file  for 
State  participants. 

Several  files  showed  a  lack  of  orderliness  and/or 
contained  multiple  copies  of  some  documents. 

One  file  contained  two  bills  to  the  State  with  the  same 
invoice  number. 

After  discussing  the  situation  with  Department  personnel, 
it  was  learned  that  the  earlier  dated  billing  was  in 
error  and  was  re-issued.   No  overpayment  occurred. 

COMMENTS 

We  believe  the  case  management  services  are  performed  on  a 
quality  basis  and  that  they  are  cost  effective.  However,  based  on 
our  review  and  audit  plus  the  results  of  our  survey,  we  conclude 
that: 
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Individual  patient  files  lack  consistent  and  orderly 
documentation . 

Billing  problems,  perhaps  exacerbated  by  ineffective  file 
documentation,  have  occurred. 

Measurement  method  for  averted  costs  tends  to  overstate 
values  by  including  high  cost  patient  care  days. 

These  generally  negative  comments  should  not  detract  from  what 
we  believe  is  a  very  fine  service  provided  by  very  dedicated  people 
who  appear  to  have  a  genuine  interest  in  the  welfare  of  the 
patients  they  serve. 
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XIV  -  OTHER  FINDINGS 

During  our  review  and  audit  activities,  we  identified  areas 
which  we  believe  may  benefit  from  further  involvement  by  the 
Department  and/or  BC/BS.   These  are  discussed  below. 

OUTSTANDING  CHECKS 

From  time  to  time  a  benefit  payment  check  (issued  by  BC/BS) 
is  not  cashed.  These  checks  tend  to  be  for  small  amounts. 
However,  over  time,  they  may  total  a  meaningful  sum. 

Under  the  laws  of  the  state  of  Montana,  an  insurance  company 
(or  health  services  corporation,  in  the  case  of  BC/BS)  must  turn 
over  to  the  state  as  abandoned  property  the  value  of  uncashed 
benefit  checks  after  five  years. 

We  understand  that  third  party  administration  firms  that 
provide  claim  processing  services  to  self-funded  health  care  plans 
are  not  subject  to  the  abandoned  property  law.  After  a  period  of 
time,  stop-pay  orders  are  issued  on  such  checks  and  the  funds 
revert  to  the  sponsor's  plan. 

The  state's  Plan  is  self-funded  and  BC/BS  provides 
administrative  services.  We  believe  that  the  value  of  uncashed 
benefit  checks  may  appropriately  belong  to  the  Plan  rather  than 
the  state's  General  Fund. 

MENTAL  ILLNESS  DIAGNOSES 

Prior  to  September  1,  1991,  the  Plan's  provisions  extended 
coverage  to  a  largely  undefined  range  of  mental  illnesses.  The 
mental  illness  professionals  have  recently  codified  a  great  number 
of  illnesses,  many  of  which  may  never  have  been  contemplated  as 
being  covered  by  the  Plan. 

With  the  assistance  of  the  State's  consultant,  the  Department 
amended  the  coverage  as  of  September  1,  1991  to  exclude  certain 
diagnoses.  However,  in  so  doing,  the  amendment  has  clearly 
included  diagnoses  that  are  excluded  under  plans  insured  by  BC/BS. 

COORDINATION  OF  BENEFITS 

In  Section  K,  the  Plan  booklet  defines  "Allowable  Charges"  to 
include  "(e)  covered  medical  expenses  (as  defined  in  Sections  L  and 
M  of  this  Chapter) . . . . " 

Subsection  L-2  of  the  booklet  defines  Inpatient  Hospital 
Services  to  include  semi-private  accommodations.  It  specifically 
states  that  "The  plan  will  allow  the  hospital's  average  semi- 
private  room  charge  as  the  allowance  toward  the  private  room." 
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Chapter  6  of  the  booklet  describes  how  the  Plan's  benefits 
will  be  coordinated  with  other  insurance.  The  first  paragraph 
states:  "But  the  total  benefits  from  all  plans  will  not  be  more 
than  100%  of  the  allowed  expenses  incurred." 

We  believe  the  expression  "allowed  expenses"  in  Chapter  6 
equals  the  "Allowable  Charges"  in  Section  K;  however,  it  is  not 
entirely  clear  as  the  term  "allowed  expenses"  is  not  defined. 

If  the  two  terms  are  synonymous,  then  the  extra  charge  for  a 
private  room  is  neither  an  Allowable  Charge  nor  an  allowed  expense 
and  should  not  be  covered  by  the  Plan,  even  in  the  case  of  benefit 
coordination  with  Medicare. 

The  standard  practice  of  BC/BS  is  to  coordinate  with  Medicare 
and  pay  the  private  room  charge  even  if  it  is  excluded  as  an 
eligible  expense  under  Medicare  and  is  not  an  Allowable  Charge 
under  the  Plan. 

WORKERS'  COMPENSATION 

We  are  aware  that  Workers'  Compensation  claims  are  being  filed 
under  the  state's  self-funded  health  care  plan.  We  also  understand 
that  some  providers  file  work  related  accident  claims  with  both  the 
Workers'  Compensation  Board  and  the  health  care  plan. 

BC/BS  appears  to  have  done  a  good  job  of  identifying  and 
rejecting  such  claims  when  the  provider's  claim  form  indicates  the 
accident  is  work  related  or  where  the  magnitude  of  the  claim  is 
such  that  an  accident  report  is  requested. 

BC/BS  routinely  requests  information  from  participants  for 
accident  claims  that  exceed  $75.  However,  many  small  work  related 
accidents  can  be  appropriately  treated  for  under  $75. 

One  of  the  claims  for  which  a  participant  confirmation  was 
requested  during  this  year's  audit,  involved  a  work  related  injury. 

OUT-PATIENT  SURGERY 

Outpatient  surgery  is  an  effective  method  of  reducing  health 
care  costs  as  the  room  and  board  charge  is  avoided.  Recently, 
hospital  charges  for  observation  rooms  (where  patients'  recovery 
is  monitored  following  surgery)  have  increased  dramatically. 

One  claim  reviewed  during  our  audit  contained  an  observation 
room  charge  that  exceeded  the  hospital's  semi-private  room  charge. 
The  patient's  attempt  to  hold  down  health  care  costs  was  rendered 
ineffective  by  the  high  cost  of  the  observation  room. 
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XV  -  RECOMMENDATIONS 

The  purpose  of  this  section  of  our  report  is  to  present 
recommendations  which  we  believe  to  be  appropriate  for  the  plan. 
Each  recommendation  is  presented  below  with  a  brief  description  of 
its  purpose  and  intended  result. 

NEW  SYSTEM  AUDIT 

In  the  near  future,  BC/BS  will  convert  the  state's  plan  to 
their  new  computer  system.  In  our  prior  report  we  recommended  that 
this  not  be  done  until  BC/BS  has  had  an  opportunity  to  demonstrate 
that  the  new  system  is  adjudicating  claims  accurately.  BC/BS  has 
agreed  with  this  recommendation. 

Now  as  the  time  for  conversion  approaches,  we  recommend  that 
a  limited  scope,  judgmental  audit  of  claims  processed  under  the  new 
system  be  performed  approximately  60  to  90  days  after  conversion. 

If  there  are  claim  payment  difficulties  with  the  new  system, 
this  interim  audit  may  identify  them  rather  than  waiting  for  the 
next  biennial  audit. 

OUT-OF-STATE  PROVIDERS 

Our  test  claim  procedures  identified  an  area  of  potential 
fraud  or  abuse  regarding  out-of-state  providers.  Our  test  claims 
indicated  (and  BC/BS  confirmed)  that  out-of-state  professional  fees 
less  than  $600  and  supplies  less  than  $500  were  routinely  paid 
without  verification  of  (1)  the  prevailing  UCR  limit  in  the  area 
in  which  the  service  was  provided  or  (2)  the  identity  of  the 
provider. 

We  are  aware  of  situations  outside  Montana  where  fraudulent 
claims  have  been  submitted  under  health  care  plans.  We  believe  a 
$500  or  $600  threshold  is  high  enough  to  make  the  plan  susceptible 
to  such  claims. 

We  recommend  BC/BS  adopt  a  procedure  to  verify  the  identity 
of  all  out-of-state  providers  and  to  limit  payment  to  the 
appropriate  UCR  allowance  for  all  out-of-state  charges  that  exceed 
$50. 

PROCEDURE  CODES 

Our  test  claim  work  also  identified  a  procedure  applicable  to 
only  females  that  could  be  accepted  under  the  system  as  a  valid 
procedure  for  either  sex.  During  an  interview  with  BC/BS  personnel 
we  were  advised  that  there  may  be  other  such  procedures  in  the 
system  and  that  appropriate  edits  may  not  exist  to  suspend  them 
from  payment. 
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Submission  of  such  a  claim  would  be  indicative  of  an  error  by 
the  provider  either  in  the  patient's  identity  or  the  procedure 
performed.  Payment  of  such  claim  would  result  in  an  error  and 
perhaps  provide  for  the  future  duplicate  payment  of  the  same  claim 
with  the  proper  diagnosis  or  proper  patient  identification. 

We  recommend  BC/BS  review  all  gender  specific  procedures  and 
code  the  system  to  pend  any  claims  involving  a  procedure  that  is 
inconsistent  with  the  patient's  sex. 

DUPLICATE  CLAIM  EDITS 

One  claim  selected  for  our  test  work  was  rejected  by  the 
system  as  being  a  duplicate  of  a  previously  submitted  claim  for 
cataract  surgery.  The  notice  sent  to  the  employee  and  provider 
stated  in  no  uncertain  terms  that  the  claim  was  a  duplicate. 

Our  review  confirmed  that  the  selected  claim  was  for  the  same 
surgery  but  for  the  other  eye.  As  a  result,  the  claim  was  not  a 
duplicate.  This  claim  had  been  rejected  by  the  system  and  a  BC/BS 
employee  had  not  reviewed  the  documents  prior  to  rejection. 

We  appreciate  the  need  for  automated  rejections  for  claims 
that  are  exact  duplicates.  However,  we  recommend  BC/BS  soften  the 
language  used  to  advise  patients  and  providers  of  such  action  when 
there  is  a  reasonable  possibility  that  the  claim  may  not  be  a 
duplicate. 

MANAGED  CARE  MONTANA 

Our  review  of  the  individual  case  management  activity 
indicates  that  the  services  appear  to  be  cost  effective  and 
delivered  by  competent,  qualified  individuals.  However,  the 
functions  of  (a)  calculating  averted  costs  and  (b)  recording  and 
billing  professional  time  appear  to  be  inaccurate  and  insufficient. 

Recordkeeping  for  time  charges  and  billings  is  a  basic 
function  for  any  organization  that  provides  professional  services 
on  an  hourly  fee  basis. 

The  value  of  individual  case  management  services  has  been  well 
established  by  the  many  organizations  that  provide  these  services. 
We  believe  it  is  unnecessary  to  inflate  the  magnitude  of  averted 
costs  by  including  the  high  cost  in-patient  days  prior  to 
stabilization  in  the  estimate  of  hospital  costs  averted  through 
intervention. 

We  recommend  the  following  regarding  individual  case 
management  activities: 

.  Implement  an  effective  accounting  system  to  record,  report 
and  bill  for  professional  services  authorized  and  provided. 
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.  Develop  a  method  to  estimate  the  value  of  averted  costs  that 
produces  a  more  accurate  indication  of  the  value  of  services 
that  would  have  been  provided  given  the  level  of  acuity  of 
the  patient's  condition  at  the  time  of  intervention. 

PREPARATION  OF  FEE  BILLING 

Each  month,  BC/BS  prepares  a  billing  for  claim  processing  and 
pre-admission  screening  services.  The  billing  is  based  on  agreed 
upon  unit  prices  and  the  number  of  plan  participants.  The  number 
of  participants  is  obtained  from  a  report  of  eligibility  provided 
by  the  state. 

Personnel  in  the  Department  then  verify  the  accuracy  of  the 
billing,  make  appropriate  changes,  and  authorize  payment. 

We  recommend  the  Department  prepare  a  self-bill  rather  than 
verifying  one  prepared  by  BC/BS.  This  approach  should  eliminate 
a  procedure  for  BC/BS  and  simplify  the  billing  activity  for  the 
Department. 

MENTAL  ILLNESS  DIAGNOSES 

The  plan  provides  coverage  for  a  wide  range  of  mental 
illnesses  as  defined  by  the  medical  profession.  Health  care  plans 
insured  by  BC/BS,  insured  by  other  insurance  companies  and  self- 
funded  plans  administered  by  various  organizations  do  not  include 
coverage  for  as  wide  a  range  of  mental  illnesses. 

Many  of  these  illnesses  are  personal  behavior  and  social 
conduct  conditions  which  may  not  have  been  intended  to  be  covered 
by  the  plan. 

We  recommend  the  Department  engage  the  services  of  an 
individual  or  organization  knowledgeable  regarding  mental  illnesses 
covered  by  health  care  plans.  This  individual  or  organization 
should  then  work  with  the  Department  and  BC/BS  to  clearly  define 
the  mental  illnesses  to  be  covered  by  the  plan. 

OUTSTANDING  CLAIM  CHECKS 

We  recommend  the  Department  research  the  applicability  of  the 
state's  abandoned  property  law  as  it  relates  to  the  self-funded 
health  care  plan.  If  the  law  does  not  apply,  we  recommend  that 
BC/BS  credit  uncashed  benefit  claim  checks  to  the  plan  once  they 
have  been  outstanding  for  at  least  12  months. 

COORDINATION  OF  BENEFITS 

We  recommend  the  plan  document  language  be  amended  to  clearly 
define  "allowed  expenses"  in  Chapter  6  so  as  to  provide 
documentation  of  the  treatment  of  private  room  charges  for 
coordination  of  benefits  purposes. 

XV-3 


WORKERS'  COMPENSATION 

We  once  again  request  that  BC/BS  contact  the  Workers' 
Compensation  Board  to  request  assistance  in  determining  the 
existence  of  claims  filed  both  with  the  plan  and  under  Workers' 
Compensation.  We  recommend  that  the  Department  join  in  the 
request. 

We  are  aware  that  charges  for  work  related  injuries  are  being 
filed  under  the  plan.  This  recommendation  is  intended  to  identify 
those  charges  and  the  providers. 

OUT-PATIENT  SURGERY 

We  recommend  the  plan  limit  charges  for  an  observation  room 
and  normal  nursing  services  following  out-patient  surgery  to  the 
hospital's  semi-private  room  charge.  If  implemented,  this 
recommendation  should  assure  that  out-patient  surgery  is  a  cost 
effective  alternative  to  in-patient  care. 
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STATE  OF  MONTANA 

INDIVIDUAL  CASE  MANAGEMENT 

SURVEY  OF  AVERTED  COST  CALCULATION 


ORGANIZATION  METHOD 

COMPANY  A      1.  Average  cost  of  day  in  hospital  (based  on 

internal  claim  data)  times  hospital  in-patient 

days  request  by  doctor  for  continued  in-patient 
services,  or 

2.  Actual  patient  daily  charges  per  hospital  billing 
office  after  patient's  condition  is  stabilized 
times  hospital  in-patient  days  requested  for 
continued  in-patient  services. 

COMPANY  B  ICM  services  are  part  of  overall  managed  care 
program.  No  savings  are  calculated  for  ICM 
activity. 

COMPANY  C  Actual  average  hospital  charge  for  an  in-patient  day 
times  the  number  of  in-patient  days  requested  by  the 
doctor  for  continued  in-patient  services. 

COMPANY  D  Patient's  actual  daily  charges  after  stabilization 
if  available  (or  national  or  regional  average  or 
educated  guess)  times  number  of  days  requested  by 
the  doctor  for  continued  in-patient  services. 

COMPANY  E  Average  daily  charge  by  state  (based  on  internal 
claim  data)  times  hospital  days  that  would  have  been 
approved  for  continued  in-patient  services. 

COMPANY  F  Average  daily  charge  of  facility  times  length  of 
continued  stay  based  on  published  protocols  at  90% 
percentile  plus  full  variance. 

COMPANY  G  Average  daily  charge  or  negotiated  per  diem  of 
hospital  based  on  diagnosis  times  number  of 
requested  days  for  continued  in-patient  services. 

COMPANY  H  Patient's  actual  average  daily  hospital  charges 
multiplied  by  the  number  of  days  of  continued 
inpatient  days  that  would  be  allowable  using 
Appropriateness  Evaluation  Protocol. 

COMPANY  I  Average  daily  charge  or  negotiated  per  diem  of 
hospital  based  on  diagnosis  times  number  of 
requested  days  for  continued  in-patient  services. 


DEPARTMENT  OF  ADMINISTRATION 

STATE  PERSONNEL  DIVISION 


STAN  STEPHENS.  GOVERNOR 
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STATE  OF  MONTANA 


4061 444-3871 


HELENA,  MONTANA  59620 


November  9,  1992 


Ray  Wolcott 

Wolcott  and  Associates,  Inc. 
7800  West  110th  Street,  Suite  100 
Overland  Park,  KS   66210 

Dear  Mr.  Wolcott: 

I  have  received  your  audit  report  on  administration  of  the  State  Employee  Benefit  Plan,  and 
provide  the  following  response  to  your  recommendations: 

RECOMMENDATION  1  -  NEW  SYSTEM  AUDIT 

The  State's  plan  will  soon  be  converted  to  the  new  BC/BS  computer  system.    We  recom- 
mend that  an  interim  audit  be  performed  soon  after  the  conversion  in  order  to  assess  the 
system's  ability  to  accurately  process  plan  claims. 

RESPONSE:    We  agree  that  an  audit  of  the  new  system  is  desirable,  but  the  FY93 
budget  does  not  include  an  interim  audit.    We  will  explore  with  the  State  Auditor's 
Office  the  alternative  of  beginning  the  next  biennial  audit  at  the  beginning  of  FY94 
rather  than  the  end  of  the  year.    This  would  provide  an  audit  in  July  of  1993  —  9 
months  after  the  conversion  which  occurred  in  October  of  1992.    The  audit  could  be 
returned  to  the  normal  time  of  year  in  FY96.    This  would  mean  that  the  FY94  audit 
would  be  for  a  short  period  (under  two  years)  and  the  FY96  audit  would  be  for  a  long 
period  (over  two  years). 

RECOMMENDATION  2      OUT-OF-STATE  PROVIDERS 

We  recommend  the  systems's  threshold  for  seeking  data  for  out-of-state  providers  be  lowered 
to  S50.00  in  order  to  reduce  the  risk  of  fraudulent  claims  and  to  verify  reasonable  fee  levels. 

RESPONSE:    We  agree  that  checks  on  out-of-state  providers  and  UCRs  at  lower 
dollar  thresholds  are  desirable.    We  also  understand  that  such  checks  are  a  manual 
process  that  can  drive  up  claims  administration  costs  if  done  in  large  numbers. 
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Ideally,  they  could  be  made  quickly  by  accessing  a  nation-wide  BC/BS  Association 
data  bank.    In  the  absence  of  such  a  data  bank,  we  will  explore  cost-effective  alterna- 
tives with  BC/BS.    These  could  include  a  combination  of  a  somewhat  lower  threshold 
for  individual  claims  plus  an  aggregate  threshold  to  catch  multiple  small  claims  from  a 
single  out-of-state  provider. 

RECOMMENDATION  3  --  PROCEDURE  CODES 

We  recommend  BC/BS  review  the  procedure  codes  and  assure  that  all  gender  specific  codes 
will  cause  claim  processing  to  suspend  in  the  event  that  the  code  and  patient's  sex  are 
inconsistent. 

RESPONSE:  We  concur  with  this  recommendation.    We  understand  from  BC/BS  that 
this  has  now  been  accomplished. 


RECOMMENDATION  4  -  DUPLICATE  CLAIMS  EDITS 

We  recommend  the  language  for  automatic  duplicate  claim  rejection  notices  be  softened  for 
situations  where  the  claim  may  actually  not  be  a  duplicate. 

RESPONSE:    We  concur  with  the  general  premise  that  the  claim  rejection  notice  on 
duplicate  claims  should  be  qualified  if  it  is  possible  the  claim  is  not,  in  fact,  a 
duplicate.    We  understand  from  Blue  Cross  and  Blue  Shield  that  the  claim  which 
prompted  this  recommendation  (cataract  surgery  on  the  second  eye)  was  not  errone- 
ously denied  as  a  duplicate  claim  but  rather  erroneously  denied  as  a  second  service 
that  is  allowed  only  once  in  a  life  time.    We  further  understand  that  the  problem  has 
been  corrected  by  removing  cataract  surgery  from  the  "Lifetime  Procedure  Table"  for 
which  second  procedures  are  automatically  denied.    BC/BS  has  indicated  that  the 
remaining  life-time  procedures  are  small  in  number  and  have  been  carefully  verified  to 
assure  that  an  automatic  claims  rejection  is  appropriate. 


RECOMMENDATION  5   -  MANAGED  CARE  MONTANA 

We  recommend  that  Managed  Care  Montana:    (1)  implement  an  effective  accounting  system 
and  (2)  develop  a  method  of  estimating  the  value  of  averted  costs  that  is  more  reflective  of 
the  cost  of  services  not  performed. 
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RESPONSE:    We  concur  with  the  recommendation  that  BC/BS  implement  an  effective 
accounting  system  and  we  understand  that  they  are  in  the  process  of  doing  that.    We 
agree  with  the  audit  finding  that  BC/BS  has  provided  quality  case  management 
services  to  the  State. 

Since  a  number  of  different  procedures  are  used  for  measuring  the  value  of  averted 
costs,  as  indicated  in  the  audit  report,  we  will  further  assess  industry  norms,  the 
impact  of  BC/BS's  procedure  and  the  need  for  a  change. 

RECOMMENDATION  6  --  FEE  BILLING 

We  recommend  the  Department  prepare  the  monthly  fee  billings  rather  than  reviewing  and 
correcting  the  bill  prepared  by  BC/BS. 

RESPONSE:    We  agree  that  this  is  possible  and  something  to  consider. 

RECOMMENDATION  7  -  MENTAL  ILLNESS  DIAGNOSIS 

We  recommend  the  Department  obtain  assistance  to  review  the  scope  of  mental  illness 
covered  by  the  plan. 

RESPONSE:    This  recommendation  is  based  on  the  assertion  that  the  State  Plan 
"provides  coverage  for  a  wide  range  of  mental  illnesses  as  defined  by  the  medical 
profession.    Health  care  plans  insured  by  BC/BS,  insured  by  other  insurance  compa- 
nies and  self-funded  plans  administered  by  various  organizations  do  not  include 
coverage  for  as  wide  a  range  of  mental  illnesses." 

The  mental  illness  benefit  was  rewritten  in  the  1991  amendment  to  the  State  Plan  to  do 
what  is  recommended  here  —  define  and  limit  the  mental\nervous  benefit.    This 
rewrite  was  designed  to  prevent  successful  challenges  of  denied  claims  due  to  vague 
language,  and  assure  that  The  State  Plan  was  not  unwittingly  providing  more  benefits 
than  other  plans  including  Blue  Cross  and  Blue  Shield  Plans.    That  rewrite  was 
undertaken  with  the  assistance  of  Blue  Cross  and  Blue  Shield  psychiatric  specialists 
and  their  Psychiatric  Managed  Care  Consultant  out  of  Minnesota.    It  included  the 
specific  diagnostic  codes  (ICD-9  codes)  that  are  covered.    Since  then,  in  our  1992 
Booklet,  we  have  further  narrowed  covered  diagnostic  codes  by  excluding  those  for 
sexual  disorders  which  we  had  not  intended  to  reimburse. 

We  have  also  undertaken  several  other  initiatives  to  control  psychiatric  care  costs. 
These  include  providing  a  partial  hospital  benefit  as  an  alternative  to  costly  inpatient 
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benefits;  management  of  psychiatric  cases  to  assure  that  care  is  received  in  the  most 
cost  effective  setting  (outpatient,  partial  hospitalization,  or  inpatient);  and  contracting 
with  BC/BS  to  develop  an  inpatient  psychiatric  Preferred  Provider  Network. 

Although  we  are  taking  steps  to  aggressively  control  costs,  and  are  assured  by  BC/BS 
that  our  psychiatric  benefits  are  in  line  with  their  plans,  we  are  always  anxious  to  hear 
of  ways  we  can  make  additional  savings.    If  you  can  provide  us  with  some  specific 
areas  in  which  the  State  Plan  is  broader  than  other  plans,  we  would  be  happy  to  look 
at  them. 

RECOMMENDATION  8  -  OUTSTANDING  CLAIM  CHECKS 

We  recommend  the  Department  research  the  State's  abandoned  property  law  as  it  relates  to 
the  plan.    If  the  law  does  not  apply,  we  recommend  that  outstanding  benefit  checks  be 
returned  to  the  plan  once  they  have  been  outstanding  for  12  months. 

RESPONSE:    We  concur.    We  have  looked  at  this  issue  in  the  past  and  determined 
that  the  abandoned  property  statutes  precluded  return  of  outstanding  checks.    We  will 
look  at  it  again  from  the  perspective  of  a  self-insured  plan  as  suggested. 

RECOMMENDATION  9  -  COORDINATION  OF  BENEFITS 

We  recommend  the  plan  document  language  be  amended  to  clearly  define  "allowed  expens- 
es" in  Chapter  6  so  as  to  provide  documentation  of  the  treatment  of  private  room  charges  for 
coordination  of  benefit  purposes. 

RESPONSE:    We  concur  with  the  recommendation  that  the  coordination  of  benefits 
(COB)  provisions  require  clarification.    We  have  determined  that  COB  clarification  is 
needed  as  it  applies  to  ail  benefits,  not  just  to  private  room  charges.    Accordingly,  the 
Coordination  with  Other  Benefit  Plans  section  (S-l  under  the  1990  Plan  Booklet)  has 
been  revised  as  follows  in  the  1992  Plan  Booklet: 

If  a  person  covered  under  this  Plan  is  also  covered  by  another  "plan"  or  plans 
as  defined  in  Chapter  9,  the  medical/dental  benefits  under  this  Plan  and  the 
other  plan(s)  will  be  coordinated.    This  means  one  plan  determines  the  full 
benefit  it  will  pay  first,  then  another  plan  determines  the  full  benefits  it  will  pay 
etc;  but  total  benefits  from  all  plans  will  not  be  more  than  100  percent  of 
expenses  incurred.    (It  was  previously  "allowed  expenses  incurred.") 
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The  Coordination  with  Medicare  section  (T-3  under  the  1990  Plan  Booklet)  has 
similarly  been  revised  in  the  1992  Plan  Booklet  as  follows: 

Benefits  otherwise  payable  to  a  member  under  the  Plan  for  allowable  charges 
shall  be  reduced  so  that  the  sum  of  benefits  paid  by  the  Plan  and  by  Medicare 
do  not  exceed  the  total  charges.    (It  was  previously  "total  charges  allowed  by 
the  plan.") 

These  language  changes  are  consistent  with  intent  and  past  administration  of  coordi- 
nation of  benefits. 


RECOMMENDATION  10  -  POTENTIAL  WORKERS'  COMPENSATION  CLAIMS 

We  once  again  request  that  BC/BS  contact  the  Workers'  Compensation  Board  to  request 
assistance  in  determining  the  existence  of  claims  filed  both  with  the  plan  and  under  Workers' 
Compensation.    We  recommend  that  the  Department  join  in  the  request. 

RESPONSE:    We  concur  that  this  is  a  measure  worth  pursuing.    We  will  join  in 
BC/BS's  request. 

OTHER  COMMENTS: 

In  the  Cost  Containment  Section  -  XI  you  note  that  the  mandatory  pre-admission  notification 
provision  is  used  to  identify  cases  eligible  for  individual  case  management  but  not  to  identify 
unnecessary  hospitalizations.    It  is  now  used  for  the  latter  purpose.    Effective  September  1, 
1992,  a  comprehensive  managed  care  program  including  a  hospital  certification  program  was 
implemented. 

Thank  you  for  the  opportunity  to  respond  to  your  audit  report,  and  for  the  care  and  attention 
to  detail  it  displays. 


Sincerely, 

h 


Joyce  Brown 

Chief,  Employee  Benefits  Bureau 

JFB/mms 
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of  Montana  BPfflflS^ 

Customer  Information  Unt: 
1-800-447-7828 


November  3,  1992 


Ray  Wolcott,  Jr.,  President 
Wolcott  and  Associates,  Inc. 
7800  West  110th  Street 
Overland  Park,  Kansas   66210 


Dear  Mr.  Wolcott: 

Enclosed  are  our  comments  and  responses  relative  to  the  special  purpose  audit  for  the  State  of 
Montana  Employee  Benefits  Plan.    These  comments  will  be  appended  as  Exhibit  B-l  of  the 
final  audit  report. 

Comments  Relative  to  the  Audit  Report  for  the  State  of  Montana  Group  Benefits  Audit: 

VII  -  Results:    Payment  Accuracy   (Page  VII  -  2) 

1 .  Blue  Cross  and  Blue  Shield  of  Montana  acknowledges  that  the  'Incorrect  Claimant' 
claim  is  an  error,  but  not  a  payment  error.  In  this  particular  instance,  Blue  Cross 
and  Blue  Shield  of  Montana  would  have  paid  only  the  Medicare  deductible  amount 
for  this  I/P  hospital  claim  no  matter  which  member  on  this  particular  certificate  the 
claim  was  processed  under.  In  other  words,  the  payment  made  to  the  Provider  was 
the  correct  amount.  When  this  claim  is  adjusted,  only  the  name  of  the  patient  will 
change;  not  the  amount  paid. 

2.  It  should  be  noted  that  the  three  "Non-Covered  Services"  claim  errors  are  contested 
by  Blue  Cross  and  Blue  Shield  of  Montana.    These  three  claims  involve  COB  with 
Medicare-private  room  charges.    In  conversations  with  the  Group,  this  is  how  Blue 
Cross  and  Blue  Shield  of  Montana  understood  that  these  claims  should  be 
processed: 

Room-Board/Pvt.    ($325/day  x  6  Days)     $1,950.00 
(Non-Covered)  Room-Board/Pvt.  $    136.00 

Total  Other  Charges  $4,1 10.00 

Subsection  L-2  of  the  Plan  Booklet  specifically  states  that  "The  Plan  will  allow  the 
hospital's  average  semi-private  room  charge  as  the  allowance  toward  the  private 
room."    In  the  above  example,  Medicare  has  covered  all  other  charges  net  of  the 
deductible,  except  the  $136.    Since  the  $136  is  well  below  the  hospital's  average 
semi-private  room  charge  for  six  days,  Blue  Cross  and  Blue  Shield  of  Montana  will 
pay  these  charges.   This  has  been  the  procedure  followed  by  Blue  Cross  and  Blue 
Shield  of  Montana  for  a  number  of  years. 
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3.     It  should  also  be  noted  that  three  of  the  claim  errors: 

a)  Coding-System  error  ($902.95) 

b)  System-Duplicate  Payment  ($296.88) 

c)  Key-Punch  Error  ($2,970.00) 

were  found  and  adjusted  prior  to  the  audit. 

IX  -  Results:    Test  Claims    (Page  IX-2) 

Fictitious  Provider: 

Out-of-state  Professional  Providers  and  Suppliers  that  submit  a  claim  over  the  specified 
dollar  amounts  ($500  &  $600),  or  are  Medicare  participating,  are  researched  and  added 
to  the  Provider  file.    If  any  subsequent  claims  are  received  from  this  Provider  (no  matter 
the  dollar  amount),  the  assigned  provider  number  will  be  used  to  process  the  claim. 
Only  when  the  claim  charges  are  lower  than  the  above  dollar  amounts  and  the  Provider 
is  not  on  the  Provider  File  will  the  claim  process  (subject  to  system  edits)  without 
investigation  of  the  Provider.    Payment  will  go  to  the  Subscriber  based  on  UCR 
amounts.    This  policy  became  effective  in  December  of  1991. 

XIII  -  Individual  Case  Management 

Savings  Measurement: 

Managed  Care  Montana  has  chosen  to  employ  this  particular  methodology  for 
calculating  averted  costs  because  it  is,  in  fact,  the  most  standard  method  used  in  the 
industry;  it  is  simple  and  allows  for  the  comparison  of  data  over  time  and  against 
published  industry  statistics.    This  methodology  is  also  supported  by  the  Blue  Cross  and 
Blue  Shield  Association  and  in  documentation  obtained  by  the  Case  Managers  at  a 
recent  national  conference. 

Responses  to  Recommendations: 

New  System  Audit 

The  Blue  Cross  and  Blue  Shield  of  Montana  Internal  Audit  Department  performs  a  claims 
accuracy  audit  on  a  monthly  basis.    This  audit  is  based  on  a  statistically  valid  sample 
obtained  from  a  population  of  finalized  claims  for  all  groups.    If  payment  difficulties  exist, 
this  audit  should  identify  them. 
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Out-of-State  Providers 


The  Out-of-State  Professional  Provider  payment  policy  previously  stated  was  adopted  due  to 
the  following  circumstances: 

1.  Finance  was  processing  an  inordinate  number  of  1099s  (IRS  forms  required  when 
payment  is  made  to  Providers)  that  were  for  low  dollar  amounts. 

2.  Researching  of  Providers  and  adding  them  to  the  Provider  File  is  very  labor 
intensive  and  time  consuming. 

3.  The  CPU  storage  required  for  the  Provider  file  was  becoming  excessive.    Over 
24,000  Providers  are  currently  on  file. 

Three  Plans  in  our  geographic  area  were  consulted  as  to  their  practices  regarding  Out-of-State 
Providers.    Each  has  a  set  materiality  guideline  and  payment  policy  that  is  similar  to  the  one 
adopted  by  Blue  Cross  and  Blue  Shield  of  Montana. 

Payment  of  these  claims  is  directed  to  the  Subscriber  based  on  the  appropriate  UCR  limits. 
The  processing  of  these  claims  is  also  subject  to  system  edits  for  reasonableness.    However, 
due  to  the  concerns  of  the  Auditors,  Internal  Audit  is  currently  reviewing  the  merits  of  this 
policy. 

Procedure  Codes 

Blue  Cross  and  Blue  Shield  of  Montana  has  reviewed  all  gender-specific  procedure  codes  to 
ensure  that  the  proper  edits  are  in  place  to  suspend  claims  that  involve  a  procedure  that  is 
inconsistent  with  the  patient's  sex.   This  review  included  the  new  claims  processing  system  as 
well  as  the  old.    All  detected  problems  have  been  corrected. 

Duplicate  Claim  Edits 

At  the  time  that  the  cataract  surgery  claim  was  processed  (10/08/90),  this  procedure  was 
included  on  the  "Lifetime  Procedure  Table."    This  table  identifies  procedures  that  are 
performed  only  once  in  a  lifetime.    The  current  claims  system  utilizes  this  table  to  deny 
claims  as  duplicates  without  manual  intervention.    This  table  is  updated  on  an  ongoing  basis. 
Cataract  surgery  is  currently  processed  under  edits  in  the  system  that  causes  designated 
procedure  codes  to  suspend  for  review  for  possible  duplication  rather  than  being  rejected  by 
the  system.    This  enables  Blue  Cross  and  Blue  Shield  of  Montana  to  review  claims  where 
there  is  a  reasonable  possibility  that  the  claim  may  not  be  a  duplicate.    The  duplicate  claim 
notice,  as  stated  below,  is  used  only  for  procedures  that  are  included  on  the  "Lifetime 
Procedure  Table."    Because  the  number  of  procedures  included  on  this  table  is  very  limited, 
this  notice  is  seldom  utilized.    Blue  Cross  and  Blue  Shield  of  Montana  contends  that  the 
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notice  sufficiently  conveys  to  the  subscriber  the  reason  this  claim  was  denied. 

"The  charge  for  this  service  has  been  denied  because  our  history  indicates  you  have 
previously  had  the  procedure  performed." 

Managed  Care  Montana 

Managed  Care  Montana  has  recently  upgraded  the  system  utilized  by  the  Individual  Case 
Management  Team.    The  new  upgrade  involves  an  accounting  module  on  which  the  Case 
Managers  will  directly  record  their  billable  time  spent  handling  cases.   This  information  is 
written  to  a  sequential  file  which  will  be  periodically  downloaded  into  the  P.C.  environment 
where  the  data  will  be  used  to  generate  monthly  bills  and  quarterly  reports  of  averted  costs. 
It  is  anticipated  that  the  capabilities  of  this  system  will  be  fully  utilized  by  January  1993. 

At  this  time,  Blue  Cross  and  Blue  Shield  of  Montana  is  comfortable  that  the  methodology 
employed  to  estimate  the  value  of  averted  costs  is  sound  and  supported  by  the  Blue  Cross  and 
Blue  Shield  Association.    Blue  Cross  and  Blue  Shield  of  Montana  will  review  this  calculation 
with  the  State  Group  to  ensure  that  it  is  acceptable.    Blue  Cross  and  Blue  Shield  of  Montana 
will  also  continue  to  explore  averted-cost  calculations  that  may  be  more  accurate  and  are  also 
in  accordance  with  Industry  standards  and  practices. 

Workers'  Compensation: 

Bill  Jensen,  General  Counsel,  and  Dave  Bauer,  Internal  Auditor,  of  Blue  Cross  and  Blue 
Shield  of  Montana  recently  met  with  Nancy  Butler,  Chief  Counsel  State  of  Montana, 
Workers'  Compensation  Fund.    At  that  time,  Nancy  indicated  that  she  would  be  reviewing  the 
law  and,  in  several  weeks,  would  be  contacting  Blue  Cross  and  Blue  Shield  of  Montana  and 
advising  us  whether,  in  her  opinion,  information  on  insureds  could  be  exchanged  between 
Blue  Cross  and  Blue  Shield  of  Montana  and  Workers'  Compensation.    Blue  Cross  and  Blue 
Shield  of  Montana  has  not  received  any  correspondence  from  Ms.  Butler  as  of  this  writing. 

Outpatient  Surgery 

As  of  March  1,  1992,  Medical  Policy  for  Blue  Cross  and  Blue  Shield  of  Montana  specifically 
states:    "The  hourly  charge  for  observation  rooms,  in  total,  may  not  exceed  the  rate  for  a 
semi-private  room."    There  is  currently  an  edit  in  the  system  that  will  pend  for  review  any 
claim  that  has  observation  room  charges  greater  than  that  particular  provider's  semi-private 
room  charge. 

Blue  Cross  and  Blue  Shield  of  Montana  appreciates  your  review  and  acknowledgement  of 
these  comments.    At  this  time,  I  would  like  to  thank  you  and  your  staff  for  the 
professionalism  and  courtesy  displayed  during  this  audit. 
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Sincerely, 

Brian  Fitzpatrick 
Staff  Auditor 
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